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reporting credit union to make such
declaration, that the report and related
financial statements are true and cor-
rect to the best of their knowledge and
belief and present fairly the financial
position and the results of operations
for the period covered.

(e) Upon written application by the
board of directors of a Federal credit
union, the Board may waive, in whole
or in part, the requirement for the
maintenance of the valuation allow-
ance for loan losses in amounts which
are in excess of the statutory require-
ments of section 116 of the Federal
Credit Union Act but are required
under paragraph (c)(3)(ii) of this sec-
tion. Such application shall set forth
the justification for the requested
waiver and shall be addressed to the
appropriate Regional Director.

[40 FR 8069, Feb. 25, 1975, as amended at 47
FR 1371, Jan. 13, 1982; 54 FR 48235, Nov. 22,
1989; 57 FR 60722, Dec. 22, 1992]

PART 703—INVESTMENT AND
DEPOSIT ACTIVITIES

Sec.
703.10 What does this part 703 cover?
703.20 What does this part 703 not cover?
703.30 What are the responsibilities of my (a

federal credit union’s) board of directors?
703.40 What general practices and proce-

dures must I follow in conducting invest-
ment transactions?

703.50 What rules govern my dealings with
entities I use to purchase and sell invest-
ments (‘‘broker-dealers’’)?

703.60 What rules govern my safekeeping of
investments?

703.70 What must I do to monitor my non-
security investments in banks, credit
unions, and other depository institu-
tions?

703.80 What must I do to value my securi-
ties?

703.90 What must I do to monitor the risk of
my securities?

703.100 What investments and investment
activities are permissible for me?

703.110 What investments and investment
activities are prohibited for me?

703.120 May my officials or employees ac-
cept anything of value in connection
with an investment transaction?

703.130 May I continue to hold investments
purchased before January 1, 1998, that
will be impermissible after that date?

703.140 What is the investment pilot pro-
gram and how can I participate in it?

703.150 What additional definitions apply to
this part?

AUTHORITY: 12 U.S.C. 1757(7), 1757(8),
1757(15).

SOURCE: 62 FR 33001, June 18, 1997, unless
otherwise noted.

§ 703.10 What does this part 703 cover?

This part 703 interprets several of the
provisions of Sections 107(7), 107(8), and
107(15) (B) and (C) of the Federal Credit
Union Act (‘‘Act’’), 12 U.S.C. 1757(7),
1757(8), 1757(15) (B) and (C), which list
those securities, deposits, and other ob-
ligations in which a federal credit
union (‘‘you’’) may invest.

§ 703.20 What does this part 703 not
cover?

This part 703 does not apply to:
(a) Investment in loans to members

and related activities, which is gov-
erned by §§ 701.21, 701.22, and 701.23 of
this chapter;

(b) The purchase of real estate-se-
cured loans pursuant to Section
107(15)(A) of the Act, which is governed
by § 701.23 of this chapter;

(c) Investment in credit union service
organizations, which is governed by
§ 701.27 of this chapter;

(d) Investment in fixed assets, which
is governed by § 701.36 of this chapter;

(e) Investment by corporate credit
unions, which is governed by part 704 of
this chapter; or

(f) Investment activity by state-char-
tered credit unions, except as provided
in § 741.3(a)(3) of this chapter.

§ 703.30 What are the responsibilities
of my (a federal credit union’s)
board of directors?

Your (a federal credit union’s) board
of directors must establish a written
investment policy that is consistent
with the Act, this part, and other ap-
plicable laws and regulations. The in-
vestment policy may be part of a
broader, asset-liability management
policy. Your board must review the
policy at least annually. The policy
must address the following items:

(a) The purposes and objectives of
your investment activities.

(b) The characteristics of the invest-
ments you may make. The characteris-
tics of an investment are such things
as its issuer, maturity, index, cap,
floor, coupon rate, coupon formula, call
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provision, average life, and interest
rate risk.

(c) How you will manage your inter-
est rate risk, including the amount of
risk you can take with your invest-
ments in relation to your net capital
and earnings.

(d) How you will manage your liquid-
ity risk.

(e) How you will manage your credit
risk. The policy must list specific in-
stitutions, issuers, and counterparties
you may use, or criteria for their selec-
tion, and limits on the amounts you
may invest with each. Counterparty
means the party on the other side of a
transaction.

(f) How you will manage your con-
centration risk, which can result from
single or related issuers, lack of geo-
graphic distribution, holdings of obli-
gations with similar characteristics,
such as maturities and indexes, hold-
ings of bonds having the same trustee,
and holdings of securitized loans hav-
ing the same originator, packager, or
guarantor.

(g) If you purchase CMOs/REMICs,
whether you will use a median prepay-
ment estimate or individual prepay-
ment estimates for the CMO/REMIC
testing required in § 703.100(e). Once the
board makes that determination, you
may use only that method.

(1) If the policy states that you will
use a median estimate, it must identify
the industry-recognized information
provider that will supply the estimate.

(2) If the policy states that you will
use individual estimates, it must iden-
tify at least two specific sources for
those estimates. One source may be the
median estimate from an industry-rec-
ognized information provider.

(h) Who of your officials or employ-
ees has investment authority and the
extent of that authority. The individ-
uals given investment authority must
be professionally qualified by edu-
cation and/or experience to exercise
that authority in a prudent manner
and to fully comprehend and assess the
risk characteristics of investments and
investment transactions under that au-
thority. Only your officials and em-
ployees may be voting members of any
investment-related committee.

(i) If you use third-party entities to
purchase or sell investments (‘‘broker-

dealers’’), the specific broker-dealers
you may use. You must maintain the
documentation the board used to ap-
prove a broker-dealer as long as the
broker-dealer is approved and until the
documentation has been audited in ac-
cordance with § 701.12 of this chapter
and examined by NCUA.

(j) If you use a third-party entity to
safekeep your investments, the specific
entities you may use.

(k) How you will handle an invest-
ment that either is outside board pol-
icy after purchase or fails a require-
ment of this part.

(l) If you engage in trading activities,
how you will conduct those activities.
The policy should address the follow-
ing:

(1) The persons who have purchase
and sale authority;

(2) Trading account size limitations;
(3) Allocation of cash flow to trading

accounts;
(4) Stop loss or sale provisions;
(5) Dollar size limitations of specific

types, quantity and maturity to be
purchased;

(6) Limits on the length of time an
investment may be inventoried in the
trading account; and

(7) Internal controls, including appro-
priate segregation of duties.

§ 703.40 What general practices and
procedures must I follow in con-
ducting investment transactions?

(a) You (a federal credit union) must
classify a security as hold-to-maturity,
available-for-sale, or trading, in ac-
cordance with generally accepted ac-
counting principles and consistent with
your documented intent and ability re-
garding the security.

(b) Except as provided in paragraph
(c) of this section, you must retain dis-
cretionary control over the purchase
and sale of investments. NCUA does
not consider you to have delegated dis-
cretionary control when you are re-
quired to authorize a recommended
purchase or sale transaction prior to
its execution and you, in practice, re-
view such recommendations and au-
thorize such transactions.

(c)(1) You may delegate discretionary
control over the purchase and sale of
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